GFOA Recommended Practice

Audit Procurement (1996 and 2002)

Background. The Government Finance Officers Association (GFOA) has long recommended
that state and local governmental entities obtain independent audits of their financial statements
performed in accordance with the appropriate professional auditing standards. Properly
performed audits play a vital role in the public sector by helping to preserve the integrity of the
public finance functions and by maintaining citizens’ confidence in their elected leaders.

Recommendation. GFOA makes the following recommendations regarding the selection of

auditing services:

The scope of the independent audit should encompass not only the fair presentation of the
basic financial statements, but also the fair presentation of the financial statements of
individual funds and component units. The cost of extending full audit coverage to the
financial statements of individual funds and component units can be justified by the
additional degree of assurance provided. Nevertheless, the selection of the appropriate scope
of the independent audit ultimately remains a matter of professional judgment. Accordingly,
those responsible for securing independent audits should make their decision concerning the
appropriate scope of the audit engagement based upon their particular government’s specific
needs and circumstances, consistent with applicable legal requirements.

Governmental entities should require in their audit contracts that the auditors of their
financial statements conform to the independence standard promulgated in the General
Accounting Office’s Government Auditing Standards even for audit engagements that are not
otherwise subject to generally accepted government auditing standards.

Governmental entities should enter into multiyear agreements of at least five years in
duration when obtaining the services of independent auditors. Such multiyear agreements can
take a variety of different forms (e.g., a series of single-year contracts), consistent with
applicable legal requirements. Such agreements allow for greater continuity and help to
minimize the potential for disruption in connection with the independent audit. Multiyear
agreements can also help to reduce audit costs by allowing auditors to recover certain "start-
up" costs over several years, rather than over a single year.

Governmental entities should undertake a full-scale competitive process for the selection of
independent auditors at the end of the term of each audit contract, consistent with applicable
legal requirements. Ideally, auditor independence would be enhanced by a policy requiring
that the independent auditor be replaced at the end of the audit contract, as is often the case in
the private sector. Unfortunately, the frequent lack of competition among audit firms fully
qualified to perform public-sector audits could make a policy of mandatory auditor rotation
counterproductive. In such cases, it is recommended that a governmental entity actively seek
the participation of all qualified firms, including the current auditors, assuming that the past
performance of the current auditors has proven satisfactory. Except in cases where a
multiyear agreement has taken the form of a series of single-year contracts , a contractual
provision for the automatic renewal of the audit contract (e.g., an automatic second term for
the auditor upon satisfactory performance) is inconsistent with this recommendation.



e Professional standards allow independent auditors to perform certain types of nonaudit
services for their audit clients. Any significant nonaudit services should always be approved
in advance by a governmental entity’s audit committee. Furthermore, governmental entities
should routinely explore the possibility of alternative service providers before making a
decision to engage their independent auditors to perform significant nonaudit services.

e The audit procurement process should be structured so that the principal factor in the
selection of an independent auditor is the auditor’s ability to perform a quality audit. In no
case should price be allowed to serve as the sole criterion for the selection of an independent
auditor.
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